there has been something less than a sale, the capital gains tax is inapplicable. Although the abstract criteria for solution of the problem are easily found-i.e. that there be "a final disposition" in the nature of an "out-and-out transfer of a substantial and durable property interest" with no power of control retained by the transferor 5 -they provide little more than an outline without content. Once translated into copyright terms, however, the outline loses some of its vagueness. With literary property, as with other forms of property, the most reliable index of ownership is the right of exclusion '-or, in copyright law, the right to "restrain the spontaneity of men" by means of an infringement suit. 7 Where such a right to exclude others from enjoyment has been transferred, the transferee may well be considered the owner for tax purposes-especially since tax law is primarily concerned with beneficial ownership rather than with "refinements of title." 8 In the copyright cases, the answer to the problem of when there has been a sale with its attendant right to sue for infringement has been held by the taxpayer, subject to certain specifically enumerated exceptions. INr. Rnv. CODE § 117 (a) (1). See generally, 3 MEaars, LAW OF FEDERAL INcoME TAXATION § § 22.04, 22.12 (1942) .
5. See the definition in UNIFORM SALES AcT § 1. See, 1 WxaixsTox, SALES, C. XIV (2d ed. 1924). Williston points out in § 9a that "a mortgage at common law transfers title to the mortgagee, but only for the purpose of securing payment of a debt. A security title in the various forms which it takes ... requires careful discrimination from absolute sales." A sale is also to be distinguished from a contract giving an exclusive license. For tax cases on this problem, see Irving Berlin v. Commissioner of Internal Revenue, 42 B.T. A. 668, 674 (1940) ;McAllister v. Commissioner of Internal Revenue 157 F.2d 235, 237 (2d Cir. 1946) , cert. denied, 330 U.S. 826 (1947) . Compare the analogous problem of Commissioner of Internal Revenue v. Sunnen, 333 U.S. 591, 604, (1948) : Assignment by taxpayer to his wife of all his rights, title and interest in various patent licensing contracts with corporation controlled by him held ineffective to shift liability for income tax on royalties to assignee as taxpayer retained control over such royalties., 6. That copyright statutes deal with the copyright as property, see American Tobacco Co. v. Werckmeister, 207 U.S. 284, 291 (1907) ; Universal Pictures Co. v. Harold Lloyd Corporation, 162 F.2d 354, 369 (9th Cir. 1947) . Cf. White-Smith Music Pub. Co. v. Apollo Co., 209 U.S. 1, 19 (1908) .
7. American Tobacco Co. v. Werckmeister, supra note 6 (a writing delivered by a painter to plaintiff, purporting to transfer the copyright in a designated picture, held to amount to "complete transfer of the property right of copyright existing in the picture" and thus entitling plaintiff to maintain infringement suit). See 17 U.S.C. § 101 (Supp. 1947) . The famous passage quoted in the text is found in Mr. Justice Holmes' concurring opinion in White-Smith Music Pub. Co. v. Apollo Co., 209 U.S. 1, 19 (1908) . It was his contention that in copyright the notion of property has reached "a more abstract expression" in that "the right to exclude is not directed to an object in possession or owned, but is in vacuo, so to speak. It restrains the spontaneity of men where, but for it, there would be nothing of any kind to hinder their doing as they saw fit." 8. Corliss v. Bowers, 281 U.S. 376, 378 (1930) , quoted with approval in Grifliths v. Helvering, 308 U.S. 355, 357 (1939) . As to the definition of the term "property," see 3 M a S, FEDERAL IxcoME TAXATION § 20.30.
[Vol. 58: 24 supplied by the doctrine of the indivisibility of a copyright-the conceptual parent of tax law's "one package" rule. The doctrine has been used to rationalize the conviction that a transfer of less than all of the rights conferred by section one of the Copyright Act 0 makes the transferee a "mere licensee," 10 entitled to less judicial aid than an ' assignee"--proprietor."1 The clearest exposition of this view may be found in Witmark &"
Sons v. Pastime Amusement Co.' 2 Plaintiff, owner of the copyright in a song by Victor Herbert, had executed an "assignment" to the American Society of Composers, Authors, and Publishers, purporting to transfer for a specified time the exclusive right of public performance for profit. When the defendant played the song in his motion picture theatre, plaintiff sued for infringement. The court held that plaintiff, and not the Society, was the "proprietor" of the copyright and, therefore, the proper party to assert the claim for infringement. In reaching this decision, it was pointed out that plaintiff had not parted with his entire interest in the copyright, but that the copyright had been only partially assigned. The court then concluded:
"In relation to the right to sue for an infringement, a copyright is an indivisible thing, and cannot be split up and partially assigned either as to time, place, or particular rights or privileges, less than the sum of all the rights comprehended in the copyright. Certainly the statute authorizing assignments of copyright contains no recognition of such partial assignments. Of course, such exclusive rights may be granted, limited as to time, place, or extent of privileges which the grantee may enjoy; but the better view is that such limited grants operate merely as licenses, and not as technical assignments, although often spoken of as assignments." 11 The court's obvious implication-that the Society, being a mere licensee and not a "proprietor," would not have been able to maintain a suit for infringement-was supported by earlier authorities. For example, in New Fiction Publishing Co. v. Star Co., 1 4 the author and copyright owner of a play assigned to the plaintiff the "serial rights," which included all rights to publish, except the right to publish the play as a book and the right of dramatic performance. Plaintiff printed 9. See note 3 supra. 10. See 13 C.J. 1048. The licensee's rights are said to be of a contractual nature. New Fiction Pub. Co. v. Star Co., 220 Fed. 994, 996 (S.D.N.Y. 1915 Id. at 474, 475; accord; Eliot et al. v. Geare-Marston, Inc., 30 F. Supp. 301 (E. D. Pa., 1939 ). 14. 220 Fed. 994 (S.D.N.Y., 1915 .
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the play in his magazine, but shortly before the issue containing the play was put in circulation, defendant printed substantial portions of the. play in his newspaper. In dismissing plaintiff's suit for infringement, the court observed that "less than an assignment of the entire copyright cannot carry the causes of action . . . which the act accords to the owner or assignee." 11 This interpretation of the statute as recognizing only one general, all-embracing copyright, but no separate rights, 6 was apparently based on the language of the provisions governing assignments and infringement suits. Assignments must be executed by the "proprietor"; 17 similarly only a "proprietor" may sue for infringement.' 8 The court reasoned that since the author had sold only a limited right to plaintiff and another limited right to a theatrical manager, he obviously did not intend completely to divest himself of his copyright by assignment. And the specter of multiple suits against the alleged infringer was raised to justify the requirement that the "owner" appear as plaintiff, the court saying: "They [the remedies here sought] were not intended to be cumulative, so as to subject a defendant to more than one recovery for the redress of one wrong." 19 Significantly, the court added in a footnote that a different situation might be presented if the author-owner himself were the plaintiff. 2 " The theory of the indivisibility of the copyright 21 which made the owner a necessary party to any suit for infringement followed a similar doctrine in the field of patent law. 2 2 Like the copyright proprietor, the ITS LAW 49 (1912) ; "There can be no such thing as a copyright for a special purpose, or for a special locality, or under other special conditions, for there can be only one copyright, and that a general copyright, in any one work." 17. 17 U.S.C.A. § 28. The assignee of a duly recorded assignment may substitute his name for that of the original owner-assignor in the required statutory notice, 17 U.S.C.A, § 32; as to the original copyright notice which must be affixed to each copy of a copy- [Vol, 58: 245 owner of a patent has "the exclusive right to make, use, and vend the invention or discovery." 23 Apparently, the copyright cases merely adopted the previously established philosophy of the patent cases which held that a transfer of less than all three of the rights comprising the patent monopoly is not a transfer of title in the patent but only a license, which gives the licensee no right to sue for infringement.
2 4 II A superficial examination of the theory of indivisibility might create the impression that the lot of the "licensee" is not a happy one; he does not have the magic attribute of "title" and therefore seems to be deprived of the essential power to restrain "the spontaneity of men." However, such an impression would be utterly misleading. The "licensee" need not worry about his lack of "title"; courts know how to 24. In Gayler v. Wilder, 10 How. 477, 494, 495 (U.S. 1850) Chief Justice Taney declared that "the monopoly granted to the patentee is for one entire thing; it is the exclusive right of making, using and vending .... " In order to enable the assignee to sue, "the assignment must undoubtedly convey to him the entire and unqualified monopoly which the patentee held in the territory specified-excluding the patentee himself, as well as others. And any assignment short of this is a mere license. For it as obviously not the intention of the Legislature to permit several monopolies to be made out of one, and divided among different persons within the same limits. Such a division would inevitably lead to fraudulent impositions upon persons who desired to purchase the use of the improvement, and would subject a party who, under a mistake as to his rights, used the invention without authority, to be harassed by a multiplicity of suits instead of one, and to successive recoveries of damages by different persons holding different portions of the patented right in the same place. Unquestionably, a contract for the purchase of any portion of the patent right may be good as between the parties as a license, and enforced as such in the courts of justice. But the legal right in the monopoly remains in the patentee, and he alone can maintain an action against a third party who commits an infringement upon it." Accord: Waterman v. Mackenzie, 138 U.S. 252 (1891) ; United States v. General Electric, 272 U.S. 476, 489 (1926 handle words 25 and it is therefore easy to demonstrate that, although he lacks legal title, he enjoys an equitable title which protects him quite adequately.
Here again, the copyright law has merely followed the path marked out by the patent law. In the early case of Littlefield v. Peryv, 20 the Supreme Court considered the situation of a licensee whose rights had been violated by his licensor, the patent owner; the obvious absurdity of the argument that the licensee's inability to sue should bar relief against his licensor was met by the statement that in this case, the person who should have protected the licensee against all infringements had himself become the infringer. He, the infringer, "held the legal title to his patent in trust for his licensees. He has been faithless to his trust, and courts of equity are always open for the redress of such a wrong. This wrong is an infringement." Half a century later, in Independent Wireless Telegraph Co. v. Radio Corporation of America, " 7 the Court applied the general principle that "a cestul que trust may make an unwilling trustee a defendant in a suit to protect the subject of the trust," and concluded that: The patent law rule has been adopted by the courts as the guiding principle controlling copyright assignments. As early as 1890, it was said that the theory of the indivisibility of a copyright implied "no restriction upon the power of the proprietor to assign or transfer, in equity, an exclusive right to use the copyrighted book in a particular manner or for particular purposes upon such terms and conditions as Parenthetically, it might be indicated that the rule of compulsory joinder of the owner-licensor provides the back-bone of the practice of the American Society of Composers, Authors, and Publishers. -That organization usually receives from its members the exclusive right to perform their musical compositions publicly for profit and undertakes to protect itself and its members from piracy and plagiarism. Following the Witmark case, 3 3 it has been consistently held that ASCAP, as a licensee, could bring suit for infringement only by compelling the owner of the copyright to be joined as a necessary part, plaintiff, the rationale being that only in this way could a defendant be protected from harassment by successive law suits. In that case the "proprietor" and the "assignee" had voluntarily joined as plaintiffs.
30. 83 F.2d 196, 198 (2d Cir. 1936 Mass. 1938 ) (stresses necessity of joining copyright ovner, as damages will go to Society and defendant "will be subjected to only one trial where he may defeat all claims or by satisfying one adverse decree bar all subsequent actions."); Society of European Stage Authors and Composers, Inc. v. WCAU Broadcasting Co., 25 F. Supp. 3S5 (E.D. Pa., 1933) (refers to licensee as "beneficial owner" and grants licensee's motion to bring in copyright ownmers as new parties plaintiff on the ground of "joint interest" vithin Rule 19 (a), Federal Rules of Civil Procedure). The copyright "owner," as holder of "legal title," may sue an infringer in his ovm name without being required to join ASCAP as co-plaintiff. Widenshi v. Shapiro, Bernstein & Co., 147 F.2d 909 (1st Cir. 1945 ) (pointing out that, in view of ASCAP's inability to sue alone, the defendant, in a suit brought by the copyright ormer, is fully protected from a second suit for the same infringement) ; E. B. Marks Music Corp. v. Terry Vogel Music Co., 140 F.2d 268 (2d Cir. 1944) ; Leo Feist, Inc. v. Young, 138 F2d 972 (7th Cir. 1943) (ASCAP is merely an agent of the ovmer).
III
The "licensee," meaning the person to whom less than the sum total of all the rights included in the copyright has been transferred, now emerges as the owner of an "equitable title" or as "assignee of an equitable interest." His power to defend his position against all comers is subject only to the formality of joining the "proprietor" as a nominal party plaintiff. Thus, only the procedural technicality of compulsory joinder prevents the licensee from having that earmark of ownershipthe unbridled right to sue for infringement-which would vest him with "actual command of the property." 16 Not only has the indivisibility theory been sidestepped by procedural agility, but its substantive soundness has repeatedly been questioned and even repudiated. As early as 1860, a federal court in Massachusetts granted an injunction to prevent performance of a drama despite defendant's objection that plaintiff was merely a licensee who possessed the exclusive right of public performance for only a limited period and a limited territory." The Copyright Act in force at the time did not differ in any material respect from the present statute. 3 7 The Court observed that the act sanctioned assignments, but did not specify what interest might be assigned; hence, there was: 8 . . . no sufficient reason for preventing the author from conveying a distinct portion of his right. Divisibility as well as assignability enhances the value of his property, for he may find a purchaser able and willing to pay for a part, but not for the whole of his copyright. The exclusive right of acting and representing is distinct from that of prinitng and publishing, . . . and there is no good reason why it should not be assignable, and that too, for a limited time. The Respondent is a mere wrongdoer who has invaded this copyright, and intends further to invade it within the time and territory which the author, for a valuable consideration, has transferred to the complainant." 3s
In addition, the Court rejected the contention that the suit should have been brought by the author, or at least by the plaintiff jointly with the author; since the author's interest had not been invaded and the defendant was in no danger of being sued by the author, the re- [Vol. 58: 245 quirement of joining the author as a coplaintiff "would be an idle and nugatory act, beneficial to no-one." Business realities as well as emergent legal doctrines cast doubt upon the indivisibility theory. Even a cursory glance at commercial practice reveals that the various rights enumerated in section one of the Copyright Act-e.g. right to print, dramatize, record--"are inherently and essentially different. They are, in most cases, exercised or purchased by different persons" 40 and extend to such widely divergent industries as the book publishing trade, the newspaper or magazine publishing industry, the legitimate stage and the motion picture producer. 41-The value of each one of these distinct rights may be separately computed 42 and "the copyright owner has the right to sell such portion of his copyright as he desires." 41 It should also be noted that many of the separate rights of the copyright owner may be used as a basis for securing new and separate copyrights. For instance, the copy- (Sth Cir. 1946 ). The court gave judgment for plaintiff in infringement suit based on unauthorized public performance of plaintiff's music. Rejecting the argument that publication and sale as sheet music amounted to a waiver on the part of plaintiff, the Court said that the right to publish and sell copies ( § 1 (a)) and the right to perform publicly for profit ( § 1 (e)) are "separate and distinct rights separately granted by the Copyright Act" and that "nothing in the Act... makes the exercise of one right dependent upon the abandonment of the other."
43. Murphy v. Warner Bros., 112 F.2d 746, 74S (9th Cir. 1940 ). Summary judgment for defendant was affirmed in action for infringement of plaintiff's play. Pursuant to the contract between the parties, plaintiff "agrees to, and by these presents does grant, bargain, sell, assign, transfer and set over.., to the purchaser... the exclusive, complete and entire motion picture rights ...throughout the world, together with all the benefits of the copyright in such writings, the title and the theme thereof, and of all remedies held thereunder, with respect to such motion picture rights." The court rejected ilaintiff's contention that the contract must be interpreted according to custom which excludes talking motion picture rights, as inconsistent with the language of the contract-See Buck v. Swanson, 33 F. Supp. 377, 387 (D.Neb. 1939) , r'ccrscd on other grounds sub omine Marsh v. Buck, 313 U.S. 406 (1941) . "The right of an author in his intellectual production is ... assignable and it may be sold and transferred in its entirety, or a limited interest therein, less than the whole property, may be sold and assigned, and the various rights included in the entire o-ncrship may be split up and assigncd to diffcrent persons." (Italics supplied).
right owner of a novel has the right "to dramatize it"; 14 he may secure a copyright for the dramatic version, and he may also write a motion picture scenario based on the novel and copyright that separately.
4 1 It would seem that, since the copyright owner can do all these things, he also "could sell separately the right to dramatize and the right to make a moving picture play." 41 Even the merely procedural justification of the indivisibility doctrine is not entirely convincing. It rests on the ground that a defendant must be protected from being sued twice for the same wrong by requiring infringement suits to be brought by the "proprietor," either alone or jointly with the "licensee," but never by the "licensee" alone. This rule presupposes that if the "licensee" were to sue alone, the "proprietor" could sue again on the same cause of action. Such an assumption overlooks the fact that, at the very least, the legal owner would be estopped from asserting any such separate claim by reason of his contract with the licensee; the latter is deemed to be the beneficial owner who has had the same claim determined in the proceeding brought by him.
47
Only the application of familiar principles of the law of trusts, which generally permits only the trustee (legal owner) and not the beneficiary (cestui) to sue third persons, 4 " would support the prevailing view that Cir. 1922 ) (court distinguishes the Photo Drama Motion Picture case on the ground that in the latter case the transferee of the motion picture rights had actually secured a new and independent copyright on the completed motion picture). See New Fiction Publishing Co. v. Star Co., 220 Fed. 994 (S.D.N.Y. 1915 ) (court indicated that the separate "estates" which make up the copyright "may be sold and assigned separately" by "specific contracts . . enforceable under the law of contracts" (quoting from BowKER ON COPYRIGHT 49 (ed. 1912)), thus contradicting its own theory of indivisibility).
47. In Commissioner of Internal Revenue v. Sunnen, 333 U.S. 591, 597 (1948) the Supreme Court said that "the general rule of res judicata applies to repetitious suits involving the same cause of action." Perhaps the legal owner would also be liable to the defendant in tort for malicious prosecution. See PROSSER ON TORTS, 885 (1941) . On the other hand, it should be noted that, under familiar principles of the law of trusts, actions against third persons may be maintained only by the trustee as holder of the legal title. [Vol. 58: 245 the legal owner is a necessary party plaintiff. Yet even this begs the question because it postulates, without explanation, that the copyright cannot be split up into its component parts. Significantly, some courts have altogether ignored the rule that the legal owner must always be a plaintiff in the action. Thus, where the copyright is taken out by the publisher pursuant to an agreement that the publisher shall hold it only as trustee for the benefit of the author, the latter has "full equitable title" and may bring suit in his own name, not only against an unfaithful trustee, but also against third persons. 49 So also, while damages under the statutory action for infringement must be paid "to the copyright proprietor," -0 injunctions may be granted "upon complaint filed by any party aggrieved." 1 -At least one court, with seemingly unassailable logic, has held that this phrase must be construed as including a "licensee" of the right of mechanical reproduction of copyrighted music, 52 as the statutory language "is not limited merely to owners of the copyright, but is broad enough to include licensees. . . ." 13 In addition, the licensee might well be considered as the holder of a power coupled with an interest or given for security 14 and as such entitled to sue in his own name. Fed. 645, 647 (2d Cir. 1916) . Observe that under these cases we should have to distinguish between the author as owner of the "full" equitable title and a licensee as owner of an equitable title which is certainly less than "full." The copyright notice, supra note 17, is not even mentioned in these decisions. Cir. 1943) , the court said that the "licensee" was the agent of the copyright owner and therefore only the latter vas the real party in interest; it is submitted however, that the position of the "licensee" is ordinarily much stronger than that of a mere agent whose sole aim is to serve the interests of the principal. 1949] This endless quibble about such labels as "legal title" and "equitable title" which runs through all of the copyright cases, appears to be somewhat frustrating. Those labels, as Judge Clark recently observed, are only "group symbols, denoting a bundle of rights or other legal relations" which are helpful in the solution of practical problems only "when we advance beyond these forms to the questions of degree, or of number and value of such rights." 56 Measured by such a yardstick, each one of the many exclusive rights which, together, make up the "bundle" of section one of the Copyright Act, would seem to be "substantial enough to be regarded as some form of property interest," 6 and the assignment of any one of them as the sale of a capital asset. It is perhaps noteworthy that in the related field of trade-marks, agreements for the transfer of limited rights in a mark have been construed as assignments" conveying "property rights in and to a business, good will, and trade-mark." 11 IV When the Treasury first came to grips with the problem of copyright assignments, it held that an author's sale of the movie rights to his play fell within the category of the sale of a capital asset." Subsequently, however, this ruling was reversed on the ground that a taxpayer who transferred either book, dramatic or motion picture rights 57. Ibid. The court held that the right to recover patent royalties, to license, and to transfer rights in a patent "are some of the many elements of enjoyment making up title" and that "because of their substantial nature and their great monetary value," they are property interests for which a suit may be brought under § 9(a) of the Trading with the Enemy Act to recover property allegedly wrongfully vested by the Alien Property Custodian. Compare the concurring opinion of judge Frank, who disagreed with the liberal usage of the terms "property" and "title," 163 F.2d, at 937. judge Clark's language, quoted in the text, is certainly applicable to copyrights; possibly, it could be argued that the various rights enumerated in § 1 of the Copyright Act are more diverse and distinct than the three rights to make, use and vend granted to a patentee. [Vol. 58: -245
had not conveyed the property "in its entirety," but had merely granted a license; therefore, the payments received were akin to rents or royalties which are taxable as ordinary income. 0 ' The Treasury thus adopted the "one package" rule, basing it upon the theory of the indivisibility of the copyright. Any attempt to destroy the "one package" rule and thereby bring tax law into closer accord with both the facts of the market-place and the objectives of the capital gains provisions 2 must be directed towards proving that any one of the "bundle of rights," known as copyright, is a "property right" and therefore, is as much a possible object of sale as stocks and bonds or real estate. 63 The problem was squarely presented to the Second Circuit in 1944 when that court was called upon to determine whether payments made to an American playright for a 61. I.T. 2735, XII-2, Cu. Bu. ., 131, 135 (1933) . The decision applied the Revenue Acts of 1921, 1924, 1926 and 1923 Cir. 1942 ). The present holding period of more than six months, 26 USCA, § 117 (a) (4) and (b) seems unreasonably short when considered in connection with the basic purpose of the lower tax rate. Lowndes, supra at 442. This encouragement to investment was, however, to be confined to irregular and fortuitous gains or losses. See Kent, supra at 200; Merchants' Loan & Trust Co. v. Smietana, 255 U.S. 509 (1921) . Otherwise, a windfall would result with respect to profits realized from regular and customary business activities. Consequently certain types of property such as stock in trade or property held by the taxpayer primarily for sale to customers "in the ordinary course of his trade or business" are expressly excluded from the benefit of the capital gains tax. Sale of their works by professional authors falls within this area of ineligibility. INT. REv. Cor, § 117(a) (1); also excluded from the definition of "capital asset" is "property, used in the trade or business, of a character which is subject to the allowance for depreciation provided in INa'. Rm. CoDE §23(1)." The latter section originally applied only to "property used in the trade or business," but was amended in 1942 by making the depreciation allowance also applicable to "property held for the production of income." Patents and copyrights have always been considered as property subject to depreciation allowance where they have been used in the trade or business of the taxpayer. 4 MERTENs, LAw OF FEDERAL I.com TAXATXoir § 23. 10 (1942) .
63. See Hale v. Helvering, 85 F.2d 819, 821 (App. D. C. 1936) . Note that in most of the copyright cases discussed above the transfer of rights to a licensee is referred to as a "sale. " McDonald v. Commissioner of Internal Revenue, 76 F2d 513, 514 (2d Cir. 1935) . It is important to keep in mind that "there is no magic in words" and that the use of such terms as "licenses" rather than "sales" does not solve anything. Irving Berlin v. Commissioner, 42 B.T.A. 668, 674 (1940) ; See also Jefferson Gas Coal Co. ,,. Commissioner of Internal Revenue, 52 F.2d 120, 122 (3rd Cir. 1931). perpetual assignment of the exclusive motion picture rights in his copyrighted play were taxable as capital gains or as ordinary income, In Goldsmith v. Commissioner,1 4 the Court affirmed the decision of the Tax Court 5 denying to the author the benefit of the capital gains tax. Judge Chase, writing for a court unanimous in result but not in theory, pointed out that a copyright owner "can assign separately to whomsoever he may desire one or more of the sum of the separable rights which together make up the copyright property" but that, "when he does split off such rights by assignment the assignee does not become the owner of the copyright itself and acquires only what lesser rights are granted by the terms of the assignment." 66 In other words, Judge Chase, citing the copyright cases discussed above, accepted the theory of the indivisibility of the copyright 67 as sufficient to exclude the transaction from the capital gains tax. 8 The second opinion in the same case was written by judge Learned Hand, with whom Judge Swan concurred. He rejected the dogma of indivisibility:
"An exclusive license requires the author to protect the licensee against other infringement, and' is for most purposes treated as 'property.' I think that it is 'property' within section 117(a)(1); that its grant is a 'sale'; . . . It does not unduly strain the meaning of 'sale' to make it include an exclusive license." 69 However, Judge Hand held that the payments received by Mr. Goldsmith could not be taxed as capital gains since the defendant was a professional writer and therefore the property involved was "held by the taxpayer primarily for sale to customers in the ordinary course of 65. 1T. C. 711 (1943) . 66. Goldsmith v. Commissioner, 143 F.2d 466, 467 (1944) . 67. His characterization of the various rights included in the copyright as "separable" is strangely inconsistent with this conclusion. Id. at 467.
68. "In this instance there was no sale of the copyright since title remained in the assignor and therefore no asset, capital or otherwise, was sold." Ibid. It may be noted that Mr. Goldsmith had -agreed to permit Paramount Pictures, Inc., to sue in his name, but for its own benefit and at its own expense, to enjoin infringement and to recover damages. In any such infringement suit Goldsmith would have been at most only a nominal party plaintiff. Judge Chase's opinion did not discuss an additional ground relied upon by the Tax Court that, even if there had been a sale, it could not have been the sale of a capital asset since it involved property used in the trade or business of the taxpayer which is subject to the allowance for depreciation under §23(1) of the Internal Revenue Code and, hence, excluded from the definition of "capital asset" by § 117 (a) (1) of the Code. See note 62 supra. 69. Id. at 467, 468. [Vol. 58: 245
COPYVRIGHT ASSIGNMENTS
his trade or business" and thus excluded from the capital gains tax by express statutory provision." Although Mr. Goldsmith derived no comfort from this jurisprudential controversy, its practical significance is plain enough. According to Judge Chase, the capital gains tax would never be applicable except in the case of a sale "in one package" of the entire bundle of rights by someone who is not a professional writer or artist-like General Eisenhower. On the other hand, if Judge Hand's view should prevail, then property "sold" by non-resident alien authors by means of exclusive and perpetual licenses would be free from taxation-because nonresident aliens are exempted from any tax on gains derived from the sale of property in the United States. 7 ' Similarly, Americans granting such licenses would benefit from the lower tax rate on capital gains, at least so long as they are not affected by the exception clause which barred Mr. Goldsmith. This group would certainly include the widow, children or other heirs of the author who obtain the copyright by inheritance and who would seem to be most deserving of such favorable treatment; 72 in addition, it would include artists and writers whose "trade or business" is not art or writing, 7 3 and who would thus no 70. INT. Rav. CODE, § 117(a) (1). Mr. Goldsmith had stated in his income tax return that he was in "business" as a playright Carrying on a business, however, implies an occupational undertaking to which one habitually devotes time, attention or effort with substantial regularity." Fahs . Crawford, 161 F2d 315, 317 (5th Cir. 1947 ). See Note, 106 A.L. R. 254 (1937) . When property deemed to be stock in trade of taxpayer or property held by him primarily for --ale longer be compelled to resort to "one package" transactions in order to avoid the higher tax rate on ordinary income.
When the Rohmer case 14 arose, the Second Circuit had an opportunity to settle the fundamental difference between the two conflicting philosophies of the Goldsmith case. Instead, it increased rather than eliminated the existing obfuscation. In the Rohmer case, a non-resident alien author had claimed immunity from taxation with respect to a lump sum payment received by him for the grant of the exclusive and perpetual right to magazine and newspaper publication of his novel in the United States. The court unanimously affirmed the decision of the Tax Court which had held that the payment to Rohmer was taxable as a "fixed or determinable" profit, and therefore as ordinary income, pursuant to section 211 (a) (1)(A) of the Internal Revenue Code; "h it was not a purchase price for the sale of personal property. In reaching this result, the court did not expressly repudiate Judge Hand's opinion in the Goldsmith case but attempted to distinguish that case by arguing that the judicial controversy in the Goldsmith case had no bearing on the tax liability of a non-resident alien. 70 With respect to such liability, the court based its decision on the indivisibility of the "bundle of rights" conferred by the copyright; transfer of less than the entire "bundle" was said to be only "the grant of a license" and the payments for such a grant were held to constitute ordinary income in the form of royalties, whether made in installments or in one single amount. 76. Rohmer v. Commissioner, 153 F.2d 61, 65 (1946) . 77. Id. at 63. On p. 64 the court said with respect to its interpretation of § 211(a) (1) of the Internal Revenue Code: "We confess that the congressional purpose is not crystalclear and that the legislative history does not put beyond all conceivable doubt the purpose to impose a tax on such transactions... ..
The reasons advanced by the court for avoiding a clear-cut choice between the two rationales of the Goldsmith case are untenable. The mere fact that the Rolzmer case deals with non-resident aliens while the Goldsmith case does not, hardly proves a dissimilarity of the underlying legal issues. In both situations, the criteria for identifying the transaction as a sale of a capital asset should be the same. Once a finding of sale is made, however, the tax consequences vary: the nonresident alien is completely exempted from any tax on gains from the sale of his property, 8 even under ordinary income tax provisions; 73 and where residents and citizens are concerned, judicial declaration that a sale has taken place results in subjection to taxation rather than immunity from it. Thus, whether non-resident aliens or resident citizens are involved, the term "sale" is given content by reference to the same body of substantive law-here,the copyright law and its theory of the indivisibility of the copyright.
The failure of the court to recognize the basic similarity of the two cases would seem to indicate that the invocation of technical niceties in the Rohmer case to distinguish it from the Goldsmith case was unsuccessful; in substance, the Rohmer decision, by denying tax exemption to the non-resident alien, amounts to a finding of no sale and therefore, to ratification of Judge Chase's opinion in the Goldsmith case. Judge Learned Hand's approach has apparently been disapproved.
Frank adoption of the indivisibility doctrine in the Rohmer case would have been less confusing. It would also have removed some of the difficulties encountered by the court in interpreting the meaning of "fixed or determinable annual or periodical gains, profits, and income" in sections 211 and 143(b). The fact that payments are made in a lump sum or in several installments is not alone determinative of whether or not there has been a sale for tax purposes; and as much is indicated by the finding of no sale in the Rohnmer case where a lump sum payment was made. Instead, the nature and purpose of the payments is the controlling factor.8 0 For instance, an inventor may enter into an agreement for the sale of his patent pursuant to which the purchaser undertakes to make both a fixed payment and other periodic payments based on a percentage of profits or on production; there may even be no fixed payment at all. While this mode of payment may resemble royalties, the courts will nevertheless hold that it is actually an installment plan for paying the purchase price, if the intention was to transfer full title to the property. 8 ' On the other hand, a lump sum payment might be the equivalent of an advance computation of future rents or royalties. 8 2 In any event, the method of payment is not the sole criterion of "sale." But once a court decrees that a sale has been made, the payments received by the seller are outside section 211 (a) (1) (A), whether or not they are made in installments. Thus, labelling a given transaction a sale forecasts the tax result: non-resident aliens receive tax immunity, and for all other taxpayers the capital gairis provisions come into play-provided the six month holding provision has been satisfied. The last stage, at this writing, was reached in Wodehouse v. Commissioner. 8 3 Wodehouse had sold several of his stories to the publisher of the Saturday Evening Post with the understanding that the Post would obtain the copyright, but would, after publication, reassign to the author all rights except the American and Canadian rights of magazine publication. The Tax Court, following the Rohmer case, held that the lump sum payment received by Wodehouse in consideration of this agreement was taxable income under section 211 (a) (1) (A), but the Circuit Court of Appeals for the Fourth Circuit, Judge Dobie dissenting, reversed in a sweeping disapproval of the Rohmer decision. That court analyzed the theory of indivisibility of the copyright and found that it was, at most, only concerned with procedural matters. Since Congress declared that non-resident aliens should not be subject to the capital gains tax, the court concluded "That the will of Congress is frustrated when that which is generally recognized in the commercial exploitation of literary works as a sale is subjected to the incidence of the tax under a different name." 84 The majority of the court squarely rejected the indivisibility theory as a criterion for determination of the tax issue. In view of this conflict of decisions, the problem must now be decided by the Supreme Court. A. 580 (1940) ; Kimble Glass Co. v. Commissioner, 9 T.C. 183, 190 (1947 (Oct. 11, 1948 ). 84. 166 F.2d 986, 990 (4th Cir. 1948 . (Italics supplied.) The court added that it would be inconsistent to exempt entirely a sale of the copyright as a whole but to tax "the proceeds of separate sales of parts of the whole." The court also rejected the construction placed upon the phrase "fixed or determinable annual or periodical gains" by the Second Circuit, 166 F.2d at 991, 992. V The blurred lines of the chaotic picture at which we have been gazing throughout these pages must be redrawn. Its substitute must be based on business realities and must recognize that, by the grant of an exclusive and perpetual "license," the grantor irrevocably and finally transfers to the "licensee" a substantial and valuable asset. The contention that such a transfer does not involve a property right and therefore no "sale" has taken place is at odds with contemporary tax law which purports to ignore formalistic standards of interpretation.6a Even Judge Frank, who wrote the opinion in the Rohmer case, recognized that the essence of property is the right of its owner, "enforceable by court action, to exclude others from its use, absent his consent"; he added that "power to exclude is what 'monopoly' ordinarily means." 1 Surely, that description fits the exclusive and perpetual licensee of any one of the rights included in the "bundle." Indeed, the only difference between such a licensee and the owner of the "bundle" would seem to be that the quantity of the rights granted to the former is smaller; 17 qualitatively, both enjoy the same attributes of property.
Excellent guideposts for the ultimate solution of the problem are provided by one patent and two trade-mark cases. In Parke, Davis & Co. v. Commissioner, 8 " the taxpayer entered into a "license" agreement with a competitor purporting to "sell and grant" to the latter "the exclusive right, license and privilege to manufacture and have manufactured for its exclusive use, and to use but not to sell," the inventions covered by the taxpayer's patents. The latter was to receive four specific payments from the "licensee" in consideration of such transfer. Both parties agreed not to grant any license nor to sell the articles manufactured without the consent of the other. Infringement suits were to be brought by the "licensor," but both parties weri to share equally the expenses and proceeds of any such litigation. The Commissioner contended that the payments received by the "licensor" were taxable as income on the ground that only the right to make and use, but not the right to sell was transferred, and that the licensor alone could sue for infringement. The Board of Tax Appeals, however, sustained the contention of the "licensor" that the transaction was a transfer of a one-half interest in the patents and the payments represented merely a return of the amount invested in such patents. Referring to the patent cases which had held that a "licensee" who acquired less than all the rights in the patent did not obtain legal title and, hence, could not sue for infringement," the Board pointed out that the right to maintain a suit at law is controlled by the question of the possession of "the naked legal title." That question was deemed to be "entirely different" from the tax problem presented. In the tax case, "legal title" is of little consequence and the inquiry is as to the ownership of the beneficial interest." 0 And the solution of that was determined solely by the fact that the licensor had "divested itself irrevocably of certain capital investments in consideration of the payment made to it." 91 Similarly, in Rainier Brewing Co. v. Commissioner 92 and in Seattle Brewing & Malting Co. v. Commissioner 93 the Rainier Co. had granted to the Seattle Co. an exclusive license to use Rainier's trade-mark in connection with the sale of alcoholic malt beverages in the State of Washington and the Territory of Alaska. Rainier retained the right to manufacture and sell its beer under that trade-mark outside the area specified and to use its mark anywhere in connection with non-alcoholic beverages. After the agreement had been in force for five years, the Seattle Co. exercised its option to terminate all payments of royalties to Rainier against a payment of a lump sum. The Tax Court held that the sum received by Rainier for the exclusive and perpetual right to use its trade name in the manufacture and sale of alcoholic malt beverages within the limited territory was not ordinary income but a capital transaction and taxable as such. 4 By the same token, the Seattle Co. was not permitted to deduct the payment made to Rainier on the ground that it was the purchase price for a capital investment. 9 5 Citing Judge Hand's opinion in the Goldsmith case and the Board's opinion in the Parke, Davis Co. case, the court pointed out that the owner of a trade-mark or trade-name, like the owner of a copyright or patent, has a monopoly which is a property right and which he may assign or transfer even in a limited territory. -"If such grant is exclusive and perpetual, its characteristics more resemble a sale than a license"; 7 the retention of the naked legal title by the grantor was held to be immaterial. 93 ceived from the sale of a capital asset if held for more than six months.' The obvious vice of this proposal is its limitation to only one of the many rights included in the "bundle." If the theory of indivisibility is to be demolished by legislation, such legislation should be applicable to each one of the several rights. On the other hand, the bill's purpose of applying the capital gains tax to professional writers and artists by removing the "trade or business" restriction of section 117(a)(1) deserves serious consideration.
1 0 2 The proposal is, of course, not consistent with the traditional scheme of the tax on long term capital gains which was not designed to cover earnings from the taxpayer's trade or business. However, as already indicated, the acquisition of copyrights as well as patents usually requires a considerable investment over a considerable period of time; any gain from a sale of any of the rights included in the "bundle" thus accrues during a period which in many cases exceeds the span of one taxable year. The argument for application of the capital gains tax in this particular field is, therefore, at least as strong as in the field of casual, irregular or fortuitous gains-the traditional area of that tax. Yet this last mentioned phase of the problem could just as easily be handled by a liberalization of the already-mentioned narrow provisions of present Section 107(b) of the Internal Revenue Code, which permit, under limited conditions, income received in any one year from copyrights and patents to be averaged over a period of years.
Regardless of the particular solution which is finally accepted, society's interest in treating creators of cultural and scientific values fairly requires that the theory of indivisibility be abandoned. Substitution of the view that an exclusive and perpetual license of any one of the "bundle of rights" of the copyright or patent grant is a sale for capital gains tax purposes would result in more equitable treatment of the irregular and variable incomes of authors and inventors.
